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CHAIR AND STAFF REPORTS
Mr. Monk introduced and welcomed everyone to the meeting, including Ernie Baugh who will
be joining the ASB in the next committee year. Mr. Monk informed the ASB that the Public
Company Accounting Oversight Board (PCAOB) has expressed interest in being more
involved in ASB projects. The ASB hopes to be able to foster a spirit of cooperation with the
PCAOB in the standard-setting process for both boards.
Mr. Landes informed the ASB that Sharon Walker’s position remains open. Mr. Landes
discussed the FASB exposure draft on changes to FAS No. 5, which contains significant
changes to FAS 5 on disclosure of contingencies, thus raising many auditing issues. AcSEC’s
has drafted a comment letter which discusses these issues. The ASB was asked to provide
negative clearance on the letter. Mr. Landes also informed the ASB of a new requirement to
audit ERISA 403(b) plans and the related auditing issues, mostly arising from lack of recordkeeping by administrators. The AITF will address this issue at its August meeting.
Mr. Prawitt updated the ASB on auditor’s research project. He thanked the firms for
contributing. Four teams are participating and results are expected from three teams in twothree months, with the research completed in five months. One team requested to revise its
approach and results are expected in four-five months.
Mr. Fogarty provided an update on IAASB activities. The Clarity project will be finished in
December on schedule. The only issue remaining is management’s responsibilities, which is
expected to be resolved. He informed the ASB that Arnold Schulder, a member of the PIOB
with a deep background in auditing, has been named as the successor to John Kellas as chair
of the IAASB.
Mr. Fogarty noted that clarity drafting conventions documents had been circulated to the ASB.
The ASB will consider whether some form of those documents should be made public to help
users. Mr. Fogarty reviewed certain of the conventions and the ASB agreed that:
 The use of footnotes be restricted to references to other standards (because titles of
standards in the text break the flow). Any other matter is to be inserted into guidance.
 The appendix that describes difference between ISA and SAS (or any other differences
that warrant explanation) include a very clear description of why the difference was
created, written in a way that explains to practitioners the rationale for the change. This
will also create a record that can be consulted when the standards are revised. The
comparison of the ISA to the proposed SAS included in the exposure draft
supplemental material should include explanations at the paragraph level.
 The nomenclature of material following the standards be as follows:
o Appendix. Appendixes are an integral part of the standard. Accordingly, changes
to appendixes, including conforming changes, require due process, including
exposure for public comment. Material that expands on application material
should be included in an Appendix.
o Exhibits. Exhibits are considered interpretive publications. Illustrative reports,
letters or communications are to be included as Exhibits.
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o Attachments. Attachments consist of material that was drafted by other
organizations and attached to the SAS. Examples of attachments in the extant
codification can be found in AU 316.86, AU 337B and AU 337C.
Note that the ISAs put illustrative reports in appendixes. However, illustrative reports
in SASs will be placed in exhibits. This is not intended to create, and the ASB believes
that it does not create, a difference between the ISAs and the SASs that affects
convergence. The reasons that the ASB believes no difference is created are: one, all
required elements and wording for the reports illustrated are included in the
requirements – an illustration should not contain any elements that a user could not
obtain from the requirements or guidance in the standard; and two, examples by nature
are not prescriptive.
The word “addresses” in the scope paragraph of the ISAs be changed to “deals with” in
the SASs. This word is more appropriate in the US vernacular. The ASB considered the
term of “establishes requirements and provides guidance” but that term omits objectives
and definitions, and is repetitive of ISA 200 SAS which states that each AU section
contains requirements and guidance.

AGENDA ITEMS PRESENTED AT MEETING
1.

Service Organizations (SSAE) and (SAS)

Mr. Conn, Chair of the Service Organizations Task Force (Task Force), led a discussion of the
materials for Agenda Item 1, Proposed Statement on Standards for Attestation Engagements
(SSAE) , Reporting on Controls at a Service Organization and Proposed SAS, Audit
Considerations Relating to an Entity Using a Service Organization.
Proposed SSAE
The proposed SSAE would establish standards and provide guidance to service auditors
reporting on controls at a service organization. Currently, that guidance is included in AU
section 324, Service Organizations, along with the guidance for user auditors. The objective of
the task force is to align the proposed SSAE with the IAASB’s December 2007 exposure draft
(ED) of ISAE 3402, “Reporting on Controls at a Third Party Service Organization.” The ASB
directed the task force to:
•

Add a sentence to paragraph 3 indicating that engagements to report on a user entity’s
transactions or balances or to perform agreed upon procedures are not dealt with in the
proposed SSAE.

•

Revise paragraph 4 to state that the reporting guidance in the proposed SSAE is based on
the premise that management will provide the practitioner with a written assertion that is
included in management’s description of the service organization’s system, except in the
circumstances described in paragraph 9 of this SSAE.

•

Delete the second sentence of footnote 1 which relates to AT 601, Compliance Auditing.
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•

Add the words "to achieve the related control objectives stated in the description" after the
words “suitably designed,” wherever those words are needed to clarify the meaning of the
phrase "suitably designed."

• Add the words "service organization's" before the word "system," as needed throughout the
document, because "service organization's system" is a defined term.
•

Move to application guidance the substance of footnote 5 which addresses the feasibility of
the inclusive method.

•

Move to application guidance the substance of footnote 6 which addresses the parallel
terminology in the ISAE 3402 exposure draft for the terms “type 1” and “type 2 reports.”

•

Move to application guidance the procedures in paragraph 32 for obtaining information for
identifying risks that the description is not fairly stated because of intentional acts by
service organization personnel, and delete the last subparagraph

•

Add a sentence to paragraph 36 stating that evidence obtained in prior engagements about
the satisfactory operation of controls in prior periods does not provide a basis for a
reduction in testing, even if it is supplemented with evidence obtained during the current
period.

•

Clarify paragraph 37 by indicating that the period referred to is the period covered by the
service auditor’s report.

•

Delete from paragraphs 57 j(i)(b), j(i)(c), and j(ii)(b) the sentence regarding the application
of complementary user entity controls and address this topic in a separate paragraph.

•

Identify in paragraph 57(k) the elements to be included in the restricted-use paragraph of a
service auditor’s report.

•

Revise paragraph 59, which addresses the description of the service auditor’s tests of
controls, to more closely conform with paragraph 57 of the ISAE 3402 ED.

•

Move paragraph 60, which addresses modification of the service auditor’s report for
circumstances other than those identified in paragraph 59, to application guidance.

•

Replace the phrase “existing customers” in paragraph 57 (k), the illustrative management
assertions, and illustrative service auditor’s reports, with the phrase:
-

“customers of the service organization’s system during some or all of the period
covered by the service auditor’s report” (for type 2 reports)

-

“customers as of the end of the period covered by the service auditor’s report (for type
1 reports).

•

Delete the first bullet in paragraph A36 because paragraph 56 requires the service auditor
to identify the nature and number of deviations in the description of tests of controls even if
the control tested had subsequently been removed from the description.

•

Provide an illustrative report paragraph showing how the paragraph describing
management’s responsibilities would be modified if the control objectives were specified
by an outside party.
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•

In the illustrative reports, move the words "based on the criteria described in management's
assertion” from the end of the opinion paragraph to the beginning of the opinion paragraph.

•

Delete footnotes 7, 9, and 10 because paragraph 57 (c )(ii) requires the service auditor to
identify the parts of the description that are not covered by the service auditor’s report.

•

Delete footnotes 8 and 11 because paragraph 57(g) (iii) requires the service auditor to
identify the party specifying the control objectives if they are specified by an outside party.

The ASB voted to ballot the proposed SSAE for exposure.
Proposed SAS
The proposed Statement on Auditing Standards (SAS) would replace AU Section 324, Service
Organizations, which currently contains the guidance for user auditors and for service auditors.
The proposed SAS contains only the guidance for user auditors. The objective of the task force
is to align the guidance in the proposed SAS with the International Auditing and Assurance
Standards Board’s December 2007 exposure draft (ED) of International Standard on Auditing
(ISA) 402, Audit Considerations Relating to an Entity Using a Third Party Service
Organization. The ASB directed the task force to:
•

Add the words "to achieve the related control objectives stated in the description" after the
words “suitably designed,” wherever those words are needed to clarify the meaning of the
phrase "suitably designed."

• Add the words "service organization's" before the word "system," throughout the document,
because the phrase "service organization's system" is a defined term in the proposed SAS.
•

Conform the definition of the term “user entity” with the definition in paragraph 8(f) of the
ISA 402 ED.

•

Move the substance of footnote 2, which addresses the equivalent terminology in the ISA
402 ED for the terms “type 1” and “type 2 reports,” to application guidance.

•

Revise the paragraph reference in paragraph 14 as follows: “…the user auditor should
perform the following procedures in addition to the procedures in paragraph 13(b).”

•

Conform paragraph 17 of the proposed SAS to paragraph 17 of the ISA 402 ED.

• Replace the term “public sector entities” with the term “governmental entities” in
paragraph A8, and move the reference to AU section 801 Compliance Auditing
Considerations in Audits of Governmental Entities and Recipients of Governmental
Financial Assistance, to a footnote.
•

Insert the following sentence after the first sentence in paragraph A17:
For example, procedures a user auditor may perform to test a user entity’s controls over
the activities of the service organization include independent reperformance of selected
items processed by the service organization and tests of the user organization's
reconciliation of output reports with source documents.

•

Delete the words “unless other procedures are performed” at the end of paragraph A24.
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•

Insert the words “stated in the description” after the words “control objectives” throughout
the document, as needed.

•

Conform paragraph A31, which addresses reference to the work of a service auditor in a
user auditor’s report, to paragraph A32 of the ISA 402 ED.

•

Conform paragraph A35, which addresses performing procedures that are substantive in
nature for the benefit of user auditors, to paragraph A34 of the ISA 402 ED.

•

Insert the first two sentences of paragraph A35 of the ISA 402 ED at the beginning of
paragraph A36 of the proposed SAS.

The ASB voted to ballot the proposed SAS for exposure.
2.

Overall Objectives and Preface

Mr. Fogarty, chair of the Clarity Task Force, led the discussion of the proposed Preface to the
Codification of Statements on Auditing Standards, Principles Governing an Audit, and a
proposed SAS, Overall Objectives of the Independent Auditor and the Conduct of an Audit in
Accordance with Generally Accepted Auditing Standards based on proposed ISA 200 (Revised
and Redrafted), Overall Objectives of the Independent Auditor and the Conduct of an Audit in
Accordance with International Standards on Auditing.
Proposed Preface, Principles Governing an Audit
Mr. Fogarty reviewed the background of the proposed Preface, Principles Governing an Audit.
At its May, August and October 2007 meetings, the ASB discussed at great length the function
of the 10 standards, and the effect on the 10 standards of redrafting SAS No. 95, Generally
Accepted Auditing Standards, as amended, to apply the clarity drafting conventions and to
converge with ISA 200. The ASB noted that the 10 standards do not reflect all the important
aspects of an audit and concluded that when all the AU sections have been redrafted for clarity
and convergence, the requirements of the 10 standards will be in generally accepted auditing
standards. Accordingly, the proposed SAS, Overall Objectives, drafted in accordance with the
clarity drafting conventions adopted by the ASB and using ISA 200 as a base, does not contain
10 unconditional requirements that are the direct equivalent of the 10 standards.
However, the ASB has concluded that the functions of the 10 standards in setting the structure
for the codification of the SASs, in describing what an audit is, and as used in the classroom
and the courtroom, are valuable. To preserve those functions of the 10 standards, the Task
Force has developed the proposed Principles Governing an Audit Conducted Under Generally
Accepted Auditing Standards (referred to as “the Principles”). It is proposed that the Principles
will be placed in a Preface to the Codification of Statements on Auditing Standards.
The ASB expressed support for the Principles and agreed to the placement of the Preface in the
Codification of Statements on Auditing Standards (AICPA, Professional Standards, vol. 1).
The ASB directed the task force to add to the preface an explanation of the reasons for the
development of the Principles and their non-authoritative status. The ASB discussed why, if
the Principles are non-authoritative, the Preface should be included in the Codification as
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opposed to other auditing publications, and concluded that a) the Principles will go through due
process if placed in the Codification, and b) such placement will provide the widest distribution
to the profession; and c) auditing textbooks are likely to include the Principles if they are
placed in the Codification.
The ASB directed the Task Force to make the following changes to the Principles:
 Add “Conducted in Accordance With Generally Accepted Auditing Standards” to the
title.
 Change the first sentence to “degree of confidence that of intended users can place in
the financial statements” to place the emphasis on the financial statements, not the
users.
 Add the heading “Purpose of an Audit and Premise on Which an Audit is Conducted”
before the first principle, and move the second principle up under this heading.
 Revise the wording of the third principle to more closely align with the wording of the
10 standards.
 Revise the wording of the sixth principle by changing “cannot” to “is unable to”,
deleting the words “due to error or fraud. This is because there are”, and deleting “of an
audit” because the inherent limitations that follow are not all limitations of an audit.
Proposed SAS, Overall Objectives of the Independent Auditor and the Conduct of an Audit in
Accordance with Generally Accepted Auditing Standards
The ASB reviewed the proposed SAS and directed the task force to:
 Change “the SASs” to “generally accepted auditing standards” throughout
 Change “a SAS” to “an AU section” throughout
Par.
Change
Revise wording to be consistent with changes to Preface
 3
Add application material relating to materiality when issuing a report
 6, A15
on opinion units in governmental audits.
Put the date in brackets and add footnote that this date will not be
 10
earlier than December 15, 2010.
Consider whether this paragraph should be placed in application
 12
material.
Find another term to refer to “compliance framework” due to the
 13a
potential for confusion with compliance audits, and consider the
placement of the definitions of fair presentation framework and
compliance framework.
Add a definition of “due professional care” and revise the wording of
 15, A21
the related application material.
Delete this guidance as it does not apply to the extant reporting under
 A14-A15
US GAAS. If the reporting requirements are changed to converge
with the ISAs, this guidance will be added back in a conforming
change.
Change “aim” and “objectives” to “intent” because believe that the
 25
word “intent” will be better understood in this context in the us.
7
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3.




26
28



A1




A4
A9





A16
A18
A19







A20
A28
A51
A60
A62



Footnotes

Revise the wording to clarify “be prepared to explain”.
Change “significant matter” to significant finding or issue, to be
consistent with the usage of that term in SAS 114 (redrafted).
Delete the phrase “or the consistency of a separate management
report with the financial statements” as not applicable in the US.
Add “or draft them, in whole or in part,”
Consider adding a discussion of the difference between a complete set
of financial statements and basic financial statements.
Change “which may be” to “that are”.
Change “of mind” to “in fact”
Delete material referring to proposed AU section 161. This will be
added as a conforming change when AU section 161 is redrafted.
Add reference to AICPA code of professional conduct.
Redraft language to clarify and avoid circular reference.
Revise to state what an audit is, not what an audit isn’t.
Change automatically to necessarily
Delete “governmental” in second sentence as the auditor may or may
not work for a government. Revise the phrase “entities that receive
US government awards” as this is not true in every case.
Revise in accordance with Clarity drafting guidelines.

Fraud

Mr. Stemlar, Chair of the Fraud Task Force (Task Force), led a discussion of the materials for
Agenda Item 3, Proposed Statement on Auditing Standards No. 99, Consideration of Fraud in a
Financial Statement Audit. The Task Force prepared a draft document in revising SAS No. 99,
Consideration of Fraud in a Financial Statement Audit (AICPA, Professional Standards, vol.
1, AU sec. 316), with the objective of converging that standard with ISA 240 (Redrafted), The
Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements, which was
approved in December 2006. The guidance in ISA 240 (Redrafted) is based on extant AU
section 316. The proposed SAS is less prescriptive than extant AU section 316 in that certain
requirements have been changed to application and explanatory material. The ASB directed the
Task Force to:


Consider the definition of “fraud” in paragraph 11(a) of the proposed SAS. The
ASB did not object to the definition as proposed. Elimination of the word
“material” would result in two definitions: one for issuers, and another for
nonissuers.



Add to the definition of “fraud risk factors” in paragraph 11(b) of the proposed SAS
the “attitudes/rationalizations to justify a fraudulent action” portion of the definition
in extant AU section 316. This phrase was not included in ISA 240 (Redrafted).



Retain the definition of “engagement partner,” which the Task Force added as
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paragraph 11(c) of the proposed SAS, as written and as a placeholder until proposed
ISA 220 (Redrafted), Quality Control for an Audit of Financial Statements, is
finalized. The definition may need to be conformed to the final language approved
in the proposed ISA.


Expand paragraph 15 of the proposed SAS to:


Consider inclusion of, as requirements, some or all of the matters an
engagement team discussion may include, as listed in corresponding application
paragraph A12. In addition, in paragraph A12, incorporate the last bullet
regarding specialists into the subparagraph that discusses multiple discussions
with team members in differing locations.



Consider inclusion of discussion of communication among the audit team
members, including the engagement partner, about the risks of material
misstatement due to fraud “throughout the audit.” Paragraph A13 of the
proposed SAS may then be deleted.

However, if proposed SAS No. 109 (Redrafted), Understanding the Entity and Its
Environment and Assessing the Risks of Material Misstatement (AICPA,
Professional Standards, vol. 1, AU sec. 314), contains either of these as
requirements, then the Task Force can add a footnote reference to AU section 314,
or construct a similar requirement in the context of fraud.


Delete the proposed change to paragraph 16 of the proposed SAS because this
section of the proposed SAS addresses gathering information for use in identifying
the risks of material misstatement due to fraud. Assessing those risks is addressed in
the next section of the proposed SAS.



Modify paragraph 22 of the proposed SAS to capture the idea, in extant AU section
316, of performing analytical procedures in planning—and if not performed
earlier—during final review.



Add, in paragraph 32(a)(i) of the proposed SAS, a footnote reference to AU section
314 since this requirement is included in that section.



Add, in paragraph 35 of the proposed SAS, the last sentence in paragraph .75 of
extant AU section 316. This sentence states that the determination of whether
identified misstatements are indicative of fraud affects the auditor’s evaluation of
materiality and the related responses necessary as a result of that evaluation. In
addition, the Task Force is asked to consider adding the corresponding footnote 32
in paragraph .75 of extant AU section 316 as application material.



Delete, from paragraph 44 of the proposed SAS, the Task Force’s proposed change
to add “discussion and” from the requirement to document the significant decisions
reached during the discussion among the engagement team regarding the
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susceptibility of the entity’s financial statements to material misstatement due to
fraud. In addition, the Task Force is asked to move paragraph A69 of the proposed
SAS, which is corresponding application material, to paragraph 44.


Re-examine the phrase “has a responsibility” in the last sentence of paragraph A3 of
the proposed SAS since this is in application material.



Consider moving all of paragraph A22, or the last sentence, of the proposed SAS as
a requirement since paragraph .22 of extant AU section 316 requires inquiry of
those charged with governance about their views about the risk of fraud.



Delete, from paragraph A45 of the proposed SAS, the Task Force’s proposed
addition. In addition, the Task Force is asked to consider shortening the list to
include only the italic lead in from each bullet, and making this a requirement.



Consider including, as an Attachment that would immediately follow the proposed
SAS, the introductory section of Managing the Business Risk of Fraud: A Practical
Guide. This July 2008 document is sponsored by The Institute of Internal Auditors,
the AICPA, and the Association of Certified Fraud Examiners. The Attachment
would replace the Exhibit, “Management Antifraud Programs and Controls,” that
currently follows extant AU section 316.

Due to time constraints, the discussion of this Agenda Item was not completed, but will be
resumed at the August 26 – 28, 2008 ASB meeting.
4.
Compliance Auditing
Mr. Rippey, chair of the Compliance Auditing Task Force, led the discussion of a draft of a
proposed Statement on Auditing Standards (SAS) that would supersede AU Section 801,
Compliance Auditing Considerations in Audits of Governmental Entities and Recipients of
Governmental Financial Assistance. The ASB directed the task force to:
•

Move the definition of the term “Government Auditing Standards,” from footnote 2 to the
“Definitions” section of the proposed SAS.

•

Move footnote 3, which addresses engagements performed under AT 601, Compliance
Attestation, from the footnotes to the text.

•

Replace the word “uses” with the phrase “is required to use,” in the second sentence of
paragraph 4 to avoid the use of the present tense.

•

Revise the lead-in of paragraph 7 to state that the auditor presumes that management is
responsible for the entity’s compliance.
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• Revise the effective date of the proposed SAS to state, “The provisions of this SAS are
effective for compliance audits for fiscal periods ending on or after December 15, 2009.
Earlier application is permitted.
•

Combine bullets “b” and “c” in paragraph 9, and make bullet “a” the last bullet in the
paragraph.

•

Replace the term “SASs” with the term “generally accepted auditing standards” in the leadin of paragraph 10.

•

Revise the definitions in paragraph 10 so that they:
-

Agree with the definitions in existing SASs.

-

Can be differentiated from the definitions of financial-statement audit terms.

-

Are used consistently throughout the document.

•

Review the definitions of the terms “applicable compliance requirements” and
“governmental audit requirement” and determine whether the appropriate term has been
used throughout the document.

•

Consider the following revision of the definition of “governmental audit requirement:”
A government requirement, usually established by law, regulation, contract, or other
agreement;
- Requiring that an entity undergo an audit of its compliance with applicable
compliance requirements related to a government program that the entity conducts, and
- That may set forth the specific requirements for the audit, for example, procedures
to be performed, documentation, and the form of reporting.

•

Combine the sentences in paragraph 11 as follows:
When performing a compliance audit, the auditor, using professional judgment, should
adapt and apply the AU sections or paragraphs thereof, except for those listed in the
Appendix A of this SAS, to the objectives of a compliance audit. The auditor should
use professional judgment in adapting and applying the applicable AU sections or
paragraphs thereof.

•

Delete the words “identify and” from the first sentence in paragraph 12

•

Separately address (1) management’s responsibility for identifying the applicable
compliance requirements, and (2) the auditor’s responsibility for determining which
compliance requirements should be tested.
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•

Add the words “reports or other written communications” after the word “monitoring” in
the first sentence of paragraph 14.

•

Move paragraph 17 to application guidance.

•

Reconsider the guidance in paragraph 18 because an auditor may not always need to
develop a response to overall risk, for example, if the auditor determines that overall risk
does not exist.

•

Move the last subparagraph of paragraph 21 to application guidance, or make it a
conditional requirement for situations in which the governmental audit requirement
requires the auditor to test the operating effectiveness of controls even when such testing
would be inefficient.

•

In the last sentence of paragraph 22, replace the word “follow” with the words “comply
with” and consider deleting the words “and guidance.”

• Clarify who would issue the reports mentioned in the second sentence of paragraph 32. Also
clarify what period the words “that period” refer to.
• Refer to paragraphs 50-52 of AT section 601, Compliance Attestation, in redrafting the
paragraphs of the proposed SAS that address subsequent events. Clarify that the subsequent
events addressed in paragraph 32 of the proposed SAS are “those that have a material effect
on the entity’s compliance.”
•

Revise paragraph 36 as follows:
The auditor should document materiality levels and how they that were determined
based on the governmental audit requirement.

•

Move the guidance in paragraph A2 to the section on documentation.

•

Reconsider the inclusion, in paragraph A5 (e), of “review of minutes of meetings of the
legislative body of the entity being audited” as a procedure the auditor may perform to
understand the applicable compliance requirements.

•

Redraft the sentence in paragraph A9 that states, “The auditor is not expected to follow up
on each finding” using appropriate clarity language, or delete the sentence.

•

Delete the first sentence in paragraph A15.

•

Consider the following change to the second sentence of paragraph A17:
Absolute assurance may is not be attainable…
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•

Delete the last sentence of paragraph A18 which states, “In an audit of compliance, the
auditor has a greater responsibility for detecting illegal acts than that specified in AU
section 317,” or consider deleting the entire paragraph.

•

Consider deleting the words “For example” in the second sentence of paragraph A20, and
making that sentence the first sentence of the paragraph thereby providing an example of a
supplementary audit requirement at the beginning of the paragraph.

•

Replace the words “should consider” in paragraph A23 (d) with the words “should
evaluate” and move that requirement to the “Requirements” section of the proposed SAS.

•

In general, tie the application guidance more specifically to the applicable requirements in
the proposed SAS.

•

Review the application guidance for use of the present tense, determine whether a
requirement or application guidance is intended, and revise as appropriate.

•

Revise the appendix of the proposed SAS to identify the specific paragraphs in AU section
330, The Confirmation Process, that do not apply to a compliance audit.

•

Bring a revised draft of the proposed SAS to the October 2008 ASB meeting.

5.

Required Supplementary Information/Other Supplementary Information

Mr. Markert, Chair of the Required Supplementary Information/Supplementary Information
Task Force (Task Force), and Mr. Roberts led a discussion of the materials for Agenda Item 6,
proposed Statements on Auditing Standards (SASs) entitled Required Supplementary
Information (the “RSI SAS”) and The Auditor’s Responsibility in Relation to Supplementary
Information Not Required by a Designated GAAP Standard Setter in Documents Containing
Audited Financial Statements (the “OSI SAS”). Mr. Markert advised the ASB that the Task
Force is requesting that the ASB approve the proposed SASs for exposure. However, the
documents would not be exposed until a third proposed SAS entitled, The Auditor’s
Responsibility When Engaged to Opine as to Whether Supplementary Information is Fairly
Stated in Relation to the Basic Financial Statements Taken as a Whole (the “In Relation To
SAS”) is also approved for exposure. That document is expected to be presented to the ASB at
its meeting in August 2008. The trio will be exposed simultaneously.
RSI SAS
Mr. Markert led the discussion of the draft RSI SAS. The ASB directed the Task Force to:
 Revise the definition, included at the ASB’s direction, of basic financial statements.
The proposed SAS, Overall Objectives, contains a definition of financial statements. As
this definition includes OCBOA financial statements, the ASB directed that the
definition of basic financial statements be revised to apply specifically to GAAP
statements. In this way, practitioners would be clear that there could be no OCBOA
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RSI. The ASB recommended that the Task Force consider the definition of financial
statements included in the Objectives SAS and include “established by a designated
GAAP standard setter” or similar wording in order to create a definition of basic
financial statements.
Revise the objective. Suggested wording for the objective is as follows:
The objective of the auditor is to perform limited procedures with respect to
required supplementary information and communicate any modifications
deemed necessary if any are identified on the basis of the limited procedures
performed. The limited procedures are not sufficient to afford the auditor a
basis to opine or provide any other form of assurance on the required
supplementary information.
Consider changing the report wording referring to “the basic financial statements and
notes to the basic financial statements” to “basic financial statements and related notes”
to make clear that the notes are part of the financial statements.
Consider revising the language “we believe that the [describe the required
supplementary information] is not in conformity with GAAP because…” due to
concerns that the wording results in a statement of opinion. The ASB directed that the
Task Force consider using wording such as “based on our limited procedures, we
identified material departures from generally accepted accounting principles…”
Move the illustrative reporting examples from application material to exhibits.

OSI SAS
Mr. Roberts led the discussion of the draft OSI SAS. The ASB directed the Task Force to:
 Revise the draft requirements to present the auditor’s responsibilities when the OSI is
received prior to the date of the auditor’s report; subsequent to the date of the auditor’s
report but before the report release date; and after the report release date. The Task
Force will revise the requirements to trifurcate the auditor’s responsibility accordingly.
 Consider the appropriateness of the phrase “taken as a whole” when stating that the
audit was conducted for the purpose of forming an opinion on the financial statements
“taken as a whole”, as the phrase is not included in the auditor’s report on the financial
statements.

The Task Force will bring revised drafts of both the RSI SAS and the OSI SAS to the August
2008 ASB meeting. At that meeting, the ASB is expected to be asked to vote to ballot to
expose the draft RSI SAS and OSI SAS. The ASB will also consider the draft “In Relation To
SAS” at the August 2008 meeting.
6.

Interim Financial Statements

Mr. Milo, Chair of the Interim Financial Information Task Force, led the ASB in a discussion
of a proposed amendment to AU section 722, Interim Financial Information that would revise
the applicability of AU 722 to accommodate reviews of interim financial statements of
nonissuers, including certain companies offering securities pursuant to Rule 144A or
participating in private equity exchanges.
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This topic was previously presented to the ASB in January 2008. At the direction of the ASB,
the proposed revised standard has not been drafted in accordance with the clarity drafting
conventions. Such clarity formatting has been deferred until a later date at which time the
standard will be revised for both clarity and international convergence considerations, such as
convergence with International Standard on Review Engagements 2410, Review of Interim
Financial Information Performed by the Independent Auditor of the Entity. In addition, the
Task Force has removed references in the proposed SAS to the SEC, where applicable and
appropriate, to avoid any potential confusion about the intended applicability of the revised
standard.
Following is a summary of the most significant issues discussed at the meeting:
 The Task Force retained the reporting provisions in extant AU 722 which states that the
results of the review engagement may be communicated either orally or in writing if the
entity has not stated that the interim financial information has been reviewed by the
independent public accountant. A large majority of users of interim financial information
are accustomed to not receiving a report, and the proposed SAS does not prohibit a report –
it just does not require one. Accountants may report if they deem appropriate.
 The Task Force included preconditions to performing a review of interim financial
information in the proposed SAS. The ASB had no concerns as to the preconditions.
 Revised AU 722 would apply when the accountant has an audit base of knowledge and in
those cases where the purpose of the interim financial information is to update the annual
financial statements. The ASB suggested that a Technical Practice Aid be issued to clarify
that a review of interim financial information could be performed in accordance with the
revised AU 722 or in accordance with SSARSs.
 The ASB directed the Task Force to remove the reference to whether the company keeps its
financial statements on a website, and to clarify that “readily available” is not the
equivalent of “available upon request”.
 The ASB directed the Task Force to modify the definition of interim financial information,
currently “condensed financial statements covering a period less than a full year” to
indicate that the financial statements may, but are not required to, be condensed. The
financial statements just have to be for a period less than one year.
 The Task Force removed from the proposed SAS financial statements for a 12 month
period ending on a date other than the entity’s fiscal year end. The Task Force expects that
in those circumstances an accountant would perform a SSARSs review.
 The ASB agreed with the Task Force’s conclusion that the proposed standard should be
applicable to any entity that follows GAAP with respect to the preparation of interim
financial information, assuming that the other preconditions as previously discussed are
met.
 The ASB agreed with the Task Force’s recommendation that an accountant would be
allowed to perform a review of interim condensed financial statements only if he or she has
audited the entity’s latest annual financial statements or is auditing the current year
financial statements and another accountant has audited the latest annual financial
statements.
 The ASB directed the Task Force to include a requirement that the accountant obtain an
engagement letter, and to consider including language that would state that the form of
report (that is, oral or written) should be included in the engagement letter.
15
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The ASB discussed whether the language in extant AU 722.20 stating “…an inquiry of the
lawyer concerning the specific question is appropriate” remains appropriate and concluded
that the language remains appropriate.
The ASB discussed what an accountant would do if he or she determines that the client has
orally indicated to third parties that the financial statements have been reviewed. This is a
major concern for smaller firm practitioners. The ASB concluded that if the accountant
had such a concern that he or she should issue a report and requested that the Task Force
consider including language in the draft SAS that would provide such guidance to
practitioners.
The ASB directed the Task Force to replace “consent” with “permit” in proposed paragraph
.46 – which reads “If the client does not comply with the request, advise the client that the
accountant will not consent either to the use of his or her name or to reference to him or
her.”
The ASB discussed the effective date of the proposed SAS and concluded that the SAS
should be effective for interim periods within fiscal years beginning on or after December
15, 2008. Early application would be permitted.

The ASB voted to ballot to issue the proposed SAS, with appropriate changes, as an exposure
draft with a comment period ending on November 3, 2008.

7.
Initial Engagements
Mr. Mintzer, chair of the Initial Engagements Task Force (Task Force), led the discussion of
the agenda materials. The Task Force was charged with developing a proposed SAS that
converges with ISA 510 (Redrafted), Initial Audit Engagements—Opening Balances.
There is no AU section that is directly comparable to ISA 510. AU 315, however, provides
auditing guidance on communications between auditors and predecessor auditors, as well as
limited guidance on reaudits. The task force drafted a proposed SAS on the view that there is
enough connectivity between ISA 510 and AU 315 to combine them into a single standard
rather than to create two separate standards.
The ASB discussed this approach, and directed the Task Force to draft a proposed SAS based
to converge with ISA 510, and to create a matrix that assigns the provisions of AU 315 that do
not align with ISA 510 to the ISAs to which they do align. Audit and Attest team staff were
directed to ensure that the appropriate task force considers the relevant provisions of AU 315.
8.

Risk Assessment

Mr. Darrel Schubert led a discussion of drafts of the following redrafted proposed standards:
1) AU 326, Audit Evidence,
2) AU 314, Obtaining an Understanding of the Entity and Its Environment and Assessing
the Risks of Material Misstatements and

16

ASB July 2008 Meeting Highlights

3) AU 318, Performing Audit Procedures in Response to Assessed Risks and Evaluating
the Audit Evidence Obtained.
The objective of the presentation was to review each of the proposed redrafted standards in
detail with the intent of approving them as final even though the formal vote will occur in
October 2008.
Following is a summary of the most significant issues discussed at the meeting:
AU 326, Audit Evidence
 Management’s Experts—The IAASB moved the content dealing with Management
Experts from ISA 620, Using the Work of an Auditor’s Expert to ISA 500, Audit
Evidence, by making conforming amendments to ISA 500. From an ISA perspective,
the task force found this transfer acceptable because creating a separate standard was
not a workable option for the IAASB. However, the U.S. task force’s position, as stated
in the comment letter to the IAASB, was that a separate standard on management’s
experts was preferable. Therefore, the task force suggested removing the requirements
and application material relating to managements specialists from this proposed
standard with the intent that the Specialist task force would consider the content for
inclusion a separate SAS related to management’s specialists. However, the task force
did suggest retaining a reference in paragraph 8 of the proposed standard to
management’s expert to recognize that obtaining audit evidence of management
specialist is relevant in determining the reliability of audit evidence. The ASB agreed
with the task force’s recommendation.
 The IAASB moved material related to selecting items for testing other than sampling
from ISA 530, Audit Sampling, to ISA 500, Audit Evidence. The task force concluded
that the requirements and application material related to selecting items other than
sampling should be more appropriately be dealt with in AU 318 Performing Audit
Procedures in Response to Assessed Risks and Evaluating the Audit Evidence
Obtained, and therefore removed the requirements and application material from the
proposed standard. The ASB agreed with the task force’s recommendation.
 Use of Assertions—Redrafted ISA 315, Identifying and Assessing the Risks of Material
Misstatement Through Understanding the Entity and Its Environment, does not deal
with the concept of “relevant assertions.” This concept was adopted in extant AU 326,
Audit Evidence, from PCAOB AS No. 2 and was used throughout the U.S. auditing
standards to require an auditor to plan and perform the audit at the relevant assertion
level. The task force recommended making changes to the definition, requirements and
application material of ISA 315.
The definition of “relevant assertion” in proposed AU 326, Audit Evidence, was
amended to conform to the definition used in PCAOB AS No. 5. In doing so, however,
the task force suggested making changes to the PCAOB definition because it states that
“the determination of whether an assertion is relevant is based on inherent risk, without
regard to the effect of controls.” It was the task force’s view that inherent risk is not the
determinant of whether an assertion is relevant. Relevance of an assertion should be
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established before the auditor begins the risk assessment process, including the
assessment of inherent risk. The task force proposed the following definition:
A relevant assertion is a financial statement assertion that has a reasonable possibility
of containing a misstatement or misstatements that would cause the financial
statements to be materially misstated. The determination of whether an assertion is a
relevant assertion is based on inherent risk, without regard to the effect of controls.

The ASB expressed concern about the task force’s recommendation. They stated that
although the determination of whether an assertion is relevant is not solely based on
inherent risk, there are factors of inherent risk, along with considerations about the
nature and characteristics of the account balance, which should be considered when
deciding whether an assertion is relevant. The ASB directed the task force to discuss
the concept of “relevant assertion” with the PCAOB to try to understand the underlying
reasons for their inclusion of the consideration of inherent risk and to work further on
revising the definition of relevant assertion.
AU 314, Obtaining an Understanding of the Entity and Its Environment and Assessing the
Risks of Material Misstatements
 Internal Control definition—the draft of the proposed standard retains the ISA
requirements and application material dealing with internal control, but the content was
supplemented by the COSO illustration and additional paragraphs dealing with IT that
are included in the extant AU 314. The task force also recommended retaining the
definition of internal control which was derived from COSO. The ASB agreed with the
inclusion of the additional extant guidance but asked the task force to review the AT
501 definition of internal control and determine whether the definition in the proposed
standard was consistent.
 Material Weaknesses—the task force recommended deleting the requirements and
application material dealing with the identification and communication of material
weaknesses because these requirements are included in the proposed AU 325,
Communicating Internal Control Related Matters Identified in an Audit, and do not
need repeated in the this proposed standard. The IAASB is proposing a similar
conforming amendment to the ISA 315.
 Documentation—the task force recommended adding the phrase “and the basis for the
assessment” to paragraph 33 of the proposed standard. The task force’s intent was to
establish a requirement of the auditor to document the controls upon which he/she
intended to rely. The ASB expressed the concern that the revision does not clearly
convey the task force’s intent and directed the task force to revise the requirement and
related application material.
 Fraud—the ASB did not consider the requirement that deals with fraud (paragraph
added following paragraph 12) necessary. The ASB agreed to delete this paragraph.
However, the ASB did agree to retain the application guidance that deals with the
consideration of fraud.
 Relevant assertions—the ASB directed the task force to revise the application guidance
(paragraphs following A105) to better align the content with the corresponding
requirement.
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AU 318, Performing Audit Procedures in Response to Assessed Risks and Evaluating the
Audit Evidence Obtained
 Material Weaknesses—the task force recommended deleting the requirements and
application material dealing with the identification and communication of material
weaknesses because these requirements are included in the proposed AU 325,
Communicating Internal Control Related Matters Identified in an Audit, and do not
need to be repeated in the this proposed standard. The ASB agreed with this
recommendation.

9.



Documentation—Paragraph 29 requires auditors to document certain matters and in
sub-paragraph c) states, The results of the audit procedures, including the conclusions
where these are not otherwise clear. The ASB expressed a concern that the phrase
“including the conclusions where these are not otherwise clear” is confusing. It is not
clear the extent of which the auditor is required to document his/her conclusions.
Deleting the phrase in its entirety does not appear workable because it may suggest that
the auditor would be required to document a conclusion in each workpaper. The ASB
expressed the view that (consistent with the redrafted SAS 103 and AS No. 3) the
requirement should direct auditors to document significant matters not readily apparent
by looking at the workpapers. The ASB directed the task force to further look into the
language of the requirement and to consider adding application material to better
explain the intent.



Paragraph A4—The GAO expressed a concern that the phrase “notwithstanding the
requirements” in the paragraph seems to negate the corresponding requirement. In
addition, paragraph A4 (a) which provides guidance to the auditor that in some
situations only performing test of controls would be an effective response in a particular
assertion seems to contradict the requirement in paragraph 20 which would require
auditor to perform substantive audit procedures in all relevant assertions. The ASB
directed the task force to look further into these issues.
Auditor’s Reports

Mr. Monk, Chair of the Auditor’s Report Task Force (Task Force), led a discussion of the
materials for Agenda Item 9, Reports on Audited Financial Statements. The objective of this
Agenda Item is to consider the matters raised by, and the recommendations of, the Task Force
and provide direction. In recognition that the existing auditor’s report may not be meeting the
expectations of users, in February 2004, the ASB began a revision of SAS No. 58, Reports on
Audited Financial Statements (AICPA, Professional Standards, vol. 1, AU sec. 508), as
amended. Consistent with the ASB’s international convergence strategy, the Task Force used
the ISAs as a base. The ASB directed the Task Force to:
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 Adopt the structure of the IAASB reporting standards1 so that there are separate
standards for unmodified reports, modified reports, emphasis of matter and other
matter paragraphs, and special reports.


Follow the ISA 706 structure relating to reporting of emphasis of matter paragraphs
and other matters paragraphs. Such paragraphs would always follow the opinion
paragraph. By following the ISA structure, the proposed SAS would not reference
explanatory paragraphs. The Board will consider situations, if any, for when the
placement of such paragraphs should precede the opinion paragraph at a future
meeting.



Keep the guidance in extant AU 508 on comparative financial statements and
predecessor/successor auditors with the proposed SAS on forming an opinion on the
financial statements (ISA 700). This will differ from the ISA format that discusses
comparative information in ISA 710, and the reporting aspects of
predecessor/successor auditors in ISA 510.



Keep the additional guidance found in extant AU 508 relating to scope limitations
and departures from GAAP in the proposed SAS even though this would create a
difference from the ISA.



Follow the ISA structure and include illustrative reports in an exhibit.



Draft the proposed SAS so that it does not require the auditor to make a statement
regarding the auditor’s compliance with ethical requirements as set forth in ISA
700, paragraph 30.



Draft the proposed SAS so that the auditor is not required to resign from the audit
as required by ISA 705, paragraph 14 but rather the auditor may consider
withdrawing from the engagement.



Draft the proposed SAS to conform to the ISA 706 guidance relating to other
matters paragraphs to allow auditors a means of communicating whatever matters
the auditor wants to communicate. This is a change from the August 2006 ASB
decision to not include such paragraphs. The Board will consider this again when
they look at the draft SAS at a future meeting.

Other Items
The meeting adjourned at 5:00 pm on Thursday, July 31, 2008.
1

The IAASB reporting standards include ISA 700, Forming an Opinion and Reporting on Financial Statements; ISA 705,
Modifications To The Opinion In The Independent Auditor’s Report; ISA 706, Emphasis Of Matter Paragraphs And Other
Matter Paragraphs In The Independent Auditor’s Report; ISA 800, Special Considerations—Audits Of Financial Statements
Prepared In Accordance With Special Purpose Frameworks; and ISA 805, Special Considerations—Audits Of Single
Financial Statements And Specific Elements, Accounts Or Items Of A Financial Statement
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